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amount equivalent to $15,000 to M in X Coun-
try. Neither M nor A Corporation can obtain 
a license to export currency from X Country. 
In his return for the taxable year 1965, M 
elects a method of accounting under which 
the reporting of blocked foreign income is 
deferred until the income ceases to be 
blocked. Accordingly, M does not include the 
$15,000 in his gross income for 1965. 

(e) During 1966, A Corporation has no in-
come and no earnings and profits. On Feb-
ruary 1, 1966, notwithstanding the laws and 
regulations of X Country which forbid the 
exchange of X Country’s currency into 
United States dollars, M converts an amount 
equivalent to $15,000 into a currency which is 
readily convertible into United States dol-
lars. Since the income has ceased to be 
blocked, M must include $15,000 in his gross 
income for 1966.

(d) Manner of claiming existence of re-
striction or limitation on distribution of 
earnings and profits. A United States 
shareholder claiming that an amount 
of the earnings and profits of a con-
trolled foreign corporation for the tax-
able year was subject to a currency or 
other restriction or limitation imposed 
under the laws of a foreign country on 
its distribution shall file a statement 
with his return for the taxable year 
with or within which the taxable year 
of the foreign corporation ends which 
shall include— 

(1) The name and address of the for-
eign corporation, 

(2) A description of the classes of 
stock of the foreign corporation and a 
statement of the number of shares of 
each class owned (within the meaning 
of section 958(a)) or considered as 
owned (by applying the rules of owner-
ship of section 958(b)) by the United 
States shareholder, 

(3) A description of the currency or 
other restriction or limitation on the 
distribution of earnings and profits, 

(4) The total earnings and profits of 
the foreign corporation for the taxable 
year (before any amount is excluded 
from earnings and profits under this 
section) and the United States share-
holder’s pro rata share of such total 
earnings and profits, 

(5) The United States shareholder’s 
pro rata share of the amount of earn-
ings and profits subject to a restriction 
or limitation on distribution, 

(6) The amounts which would be in-
cludible in the United States share-
holder’s gross income under section 

951(a) but for the existence of the cur-
rency or other restriction or limita-
tion, 

(7) A description of the available pro-
cedures for distributing earnings and 
profits and a statement setting forth 
the steps taken to exhaust such proce-
dures or a statement setting forth the 
reasons that the use of such procedures 
would be futile, and 

(8) The amount of distributions made 
in a foreign country and a statement as 
to whether a method of accounting has 
been elected under which the reporting 
of blocked income is deferred until 
such income ceases to be blocked, in-
cluding an identification of the taxable 
year and place of filing of such elec-
tion. 
In addition, such United States share-
holder shall furnish to the district di-
rector such other information as he 
may require to verify the status of a 
currency or other restriction or limita-
tion. 

[T.D. 6892, 31 FR 11142, Aug. 23, 1966, as 
amended by T.D. 7545, 43 FR 19652, May 8, 
1978; T.D. 7893, 48 FR 22510, May 19, 1983]

§ 1.964–3 Records to be provided by 
United States shareholders. 

(a) Shareholder’s responsibility for pro-
viding records. For purposes of verifying 
his income tax liability in respect of 
amounts includible in income under 
section 951 for the taxable year of a 
controlled foreign corporation each 
United State shareholder (as defined in 
section 951(b)) who owns (within the 
meaning of section 958(a)) stock of such 
corporation shall, within a reasonable 
time after demand by the district di-
rector, provide the district director— 

(1) Such permanent books of account 
or records as are sufficient to satisfy 
the requirements of section 6001 and 
section 964(c), or true copies thereof, as 
are reasonably demanded, and 

(2) If such books or records are not 
maintained in the English language, ei-
ther (i) an accurate English translation 
of such books or records or (ii) the 
services of a qualified interpreter satis-
factory to the district director. 
If such books or records are being used 
by another district director, the United 
States shareholder upon whom the dis-
trict director has made a demand to 
provide such books or records shall file 
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a statement of such fact with his dis-
trict director, indicating the location 
of such books or records. For the 
length of time the United States share-
holder of a controlled foreign corpora-
tion must cause such books or records 
as are under his control to be retained, 
see paragraph (e) of § 1.6001–1. 

(b) Records to be provided. Except as 
otherwise provided in paragraph (c) of 
this section, the requirements of sec-
tion 6001 and section 964(c) for record 
keeping shall be considered satisfied if 
the books or records produced are suffi-
cient to verify for the taxable year— 

(1) The subpart F income of the con-
trolled foreign corporation and, if any 
part of such income is excluded from 
the income of the United States share-
holder under section 963 or section 
970(a), the application of such exclu-
sion, 

(2) The previously excluded subpart F 
income of such corporation withdrawn 
from investment in less developed 
countries, 

(3) The previously excluded subpart F 
income of such corporation withdrawn 
from investment in foreign base com-
pany shipping operations, 

(4) The previously excluded export 
trade income of such corporation with-
drawn from investment, and 

(5) The increase in earnings invested 
by such corporation in United States 
property. 

(c) Special rules. Verification of the 
subpart F income of the controlled for-
eign corporation for the taxable year 
shall not be required if— 

(1) It can be demonstrated to the sat-
isfaction of the district director that— 

(i) The locus and nature of such cor-
poration’s activities were such as to 
make it unlikely that the foreign base 
company income of such corporation 
(determined in accordance with para-
graph (c)(3) of § 1.952–3) exceeded 5 per-
cent of its gross income (determined in 
accordance with paragraph (b)(1) of 
§ 1.952–3) for the taxable year. (For tax-
able years to which § 1.952–3 does not 
apply, such amounts shall be deter-
mined under 26 CFR § 1.954–1(d)(3)(i) and 
(ii) (Revised as of April 1, 1975))), and 

(ii) If such corporation reinsures or 
issues insurance or annuity contracts 
in connection with United States risks, 
the 5-percent minimum premium re-

quirement prescribed in paragraph (b) 
of § 1.953–1 has not been exceeded for 
the taxable year, or 

(2) The United States shareholder’s 
pro rata share of such subpart F in-
come is excluded in full from his in-
come under section 963 and the books 
or records verify the application of 
such exclusion. 

[T.D. 6824, 30 FR 6480, May 11, 1965, as amend-
ed by T.D. 7893, 48 FR 22510, May 19, 1983]

§ 1.964–4 Verification of certain classes 
of income. 

(a) In general. The provisions of this 
section shall apply for purposes of de-
termining when books or records are 
sufficient for purposes of § 1.964–3 to 
verify the classes of income described 
in such section. 

(b) Subpart F income. Books or records 
sufficient to verify the subpart F in-
come of a controlled foreign corpora-
tion must establish for the taxable 
year— 

(1) Its gross income and deductions, 
(2) The income derived from the in-

surance of United States risks (as pro-
vided in paragraph (c) of this section), 

(3) The foreign base company income 
(as provided in paragraph (d) of this 
section), and 

(4) In the case of a United States 
shareholder claiming the benefit of the 
exclusion provided in section 952(b) or 
the limitation provided in section 
952(c)— 

(i) The items of income excluded 
from subpart F income by paragraph 
(b) of § 1.952–1 as income derived from 
sources within the United States, the 
United States income tax incurred 
with respect thereto, and the deduc-
tions properly allocable thereto and 
connected therewith, and 

(ii) The earnings and profits, or def-
icit in earnings and profits, of any for-
eign corporation necessary for the de-
terminations provided in paragraphs 
(c) and (d) of § 1.952–1. 

(c) Income from insurance of United 
States risks. Books or records sufficient 
to verify the income of a controlled 
foreign corporation from the insurance 
of United States risks must establish 
for the taxable year— 
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